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AUSTRALIAN KEY ECONOMIC INDICATORS 2 


All values in US$million unless otherwise specified. 
FY77 FY78 FY79 Percentage 
FY = July 1 - June 30 Change 
Exchange Rate: US$1.00=A$* 0.896 0.885 0.892 FY78 to FY79 
INCOME, PRODUCTION, EMPLOYMENT 
GDP at current prices 92,388 102,028 113,938 +12.6 
GDP at constant FY75 prices 72,425 74,090 76,948 
Per capita GDP, current prices $ 6,565 7,160 7,902 
Plant and equipment investment 4,976 4,981 55515 
Household Disposable Income 64,044 71, 863 81,408 
Industrial Production Index FY65=100 161 163 VA. 
Weekly Wage Rate Index 1954=100 509.7 543.5 587.8 
Average Weekly Earnings (Males) $ 160.7 1.73.5 186.1 
Labor Force ('000) 6,378.0 6,384.2 6,446.9 
Unemployment Rate (Percent) 5.4 Pam 6.0 


MONEY AND PRICES 
Money. Supply (M3) 40,548 44,346 49,180 
Interest Rates 
Savings Bank Deposit Rate 337) 3.72 32/5 
Commercial Bank Overdraft Rate 10.50 10.50 10.50 
Consumer Price Index FY67=100 229.4 247.6 269.4 
Wholesale Price Index FY69=1002 205.0 221.6 255.3 
Retail Sales Current Prices 23,845 26,640 29,018 


BALANCE OF PAYMENTS AND TRADE 
Gold & Foreign Exchange Reserves 3,696 3,644 4,395 
Balance of Payments (net monetary 
movements) -548 -612 -147 
Trade Balance 1,385 1,246 555 
Exports, FOB 13,004 13,864 15,972 
U.S. Share 1,126 1,456 1,998 
U.S. Share 8.7 10.5 L230 
Imports, FOB 11,619 12,618 15,417 
U.S. Share 2,461 2,621 3,047 
U.S. Share % 21,2 20.8 23.9 


PRINCIPAL U.S. EXPORTS TO AUSTRALIA: Transport equipment other than road 
vehicles ($455); Machinery specialized for particular industries ($334); 
General industrial machinery and equipment other than power generating and 
metal working ($253); Office machines and ADP equipment ($229); and Road 
vehicles including air cushioned vehicles ($205). 


PRINCIPAL U.S. IMPORTS FROM AUSTRALIA: Meat and meat preparations ($816); 
metalliferous ores and metal scrap ($434); Non ferrous metals ($84); Fish, 
crustaceans, and mollusks ($61); and Petroleum products and related materials 
($42). 


Sources: Australian Government Publications and Australian Bureau of Statistics. 


*Australian Reserve Bank Average Rates 


lpercentage changes calculated using Australian Dollars. 
2Manufactured Articles. 





SUMMARY 


In terms of real GDP growth, Australia's economy expanded 

at a much better rate during the 1978-79 fiscal year than 

it has for the past four years. This growth was led by the 
country's agricultural sector. Excellent seasonal conditions 
combined with favorable prices for Australia's farm products 
resulted in a surge in the value of rural output. Non-farm 
product rose at a less spectacular rate, but it exceeded the 
small growth recorded in the previous year. Manufacturing 
output improved, and plant and equipment investment showed 

a substantial increase. Private consumption continued to 
grow at the moderate pace it has recorded over the past 
three years. 


Prices rose considerably, reversing a three-year downward 
trend in the rate of inflation. Higher food and petroleum 
costs were largely responsible for the increase in the 
Consumer Price Index. Despite some increase in private 
sector employment, the country's unemployment rate remained 
almost unchanged from the rather high level recorded a year 
earlier. 


Exports strengthened in the second half of the fiscal 


period, but for the year as whole the trade balance was 
smaller than that of FY 1978-79. However, improved net 
apparent private capital inflow reduced the nation's balance 
of payments deficit. 


The government's budget strategy aims at reducing infla- 
tionary pressure and promoting sustained moderate economic 
recovery. These goals may be difficult to attain. 


Although Australia's long-term economic prospects appear 
quite good, the outlook for the immediate future is much 
less bullish. The country's economy remains beset with two 
major problems, unemployment and inflation. There seems 
little likelihood that either of these will be significantly 
reduced during the coming year. Overall economic growth in 
1979-80 is likely to be less than that recorded in 1978-79. 


Nevertheless, there are good prospects for increased sales 
of U.S. goods and services to Australia. This is particu- 
larly true for agricultural and mining equipment as these 
sectors will continue to prosper in 1979-80. Australia's 
more promising outlook for the longer term plus a favorable 
government attitude toward foreign investment make the 
country an attractive site for U.S. investment purposes. 





CURRENT ECONOMIC SITUATION AND TRENDS 
Improved Economic Growth 


Led by a resurging rural sector, Australia's economy as 
measured by real GDP growth expanded bw 4.7 percent during 
the past (1978-1979) financial year. This compares 
favorably with the one percent increase in real GDP 
recorded in 1977-78 and exceeds the long term average of 
4.3 percent a year recorded over the past 20 years. It is 
far better than the average annual 2.2 percent GDP growth 
for the period from 1974-75 to 1977-78. 


Last fiscal year's growth owes much to the agricultural 
sector. Following a 7.3 percent decline in 1977-78, real 
gross farm product rose by a very substantial 36 percent 
during the past financial year. Excellent growing conditions 
leading to bumper cereal crops coupled with improved prices 
for farm products, notably meat, pushed the value of farm 
output far beyond the most optimistic expectations. 
Australia's wheat crop, for example, was 24 percent greater 
than the previous record crop of 1968-69, and gross value of 
wheat production was 129 percent above that of the previous 
year. Price escalation pushed the value of livestock 
Slaughterings up 57 percent, and the value of wool 
production rose 122 percent over the previous year. These 
circumstances have created virtual boom conditions for 
Australia's rural sector. It is now estimated that net farm 
income for 1979 will be 76 percent above that recorded in 
1978. 


Real non-farm product expanded at a far less spectacular 
rate, but it was still 2.8 percent greater than the previous 
year, compared with a growth of 1.6 percent in 1977-78. 
Industrial production showed some improvement over the 
course of the year. The index of factory production in 
seasonally adjusted terms was marginally higher in June 1979 
than that of one year earlier. Nearly ail major industrial 
categories with the exception of textiles, clothing, and 
footwear recorded advances over the course of the year. 


Plant and Equipment Investment 


Investment in plant and equipment grew by nearly 12 percent 
compared with a fall of one percent in 1977-78. The 
investment allowance for such expenditure was phased down 
last year from 40 to 20 percent. However, the 40 percent 
allowance continued to apply to equipment ordered before 
the cut-off date but not installed until June 30, 1979. 
This allowance undoubtedly had a large influence on plant 





and equipment orders. Nevertheless, the rather high level 
of investment was maintained through the second half of the 
year when that segment induced solely by the allowance could 
have been expected to taper off. Despite the rise in output, 
most of Australia's manufacturing sector continued to 
operate below full capacity. Hence, this investment 
probably reflected more a normal replacement cycle than any 
marked expansion of capacity. 


Consumption 


Private final consumption, which accounts for nearly 60 
percent of gross domestic product, rose by 2.5 percent, 
roughly the same as for the past two years. Retail sales 
could best be described as sluggish, and consumer spending 
again remained somewhat subdued. The ratio of household 
savings to household disposable income increased to 16.6 
percent from 14.7 percent in 1977-78. This may have been 
due in part to the surge in farm income. However, it indi- 
cates considerable scope for greater growth in private 
consumption. 


Government final consumption expenditure in real terms 
increased by 4.7 percent during the financial year. fThis 
growth rate is expected to be matched in 1979-80. 


Money and Prices 


Reversing a three-year downward trend in the rate of infla- 
tion, Australia's Consumer Price Index (CPI) at the end of 
June 1979 was 8.8 percent higher than at the same time in 
1978. This compares with a rise of 7.9 percent the previous 
year. There was an upward surge in price levels in the 
latter part of the year. Higher food costs, particularly 
for meat, and increases in petroleum prices leading to a jump 
in transport costs were responsible for a large part of the 
rise in the CPI. The rise in the price index excluding food 
prices was 7.3 percent, which was actually a little smaller 
than over 1977-78. 


A larger-than-expected expansion of the money supply was a 
substantial factor in the higher prices. Broadly defined 
money supply (M3) grew by about 12 percent in 1978-79 and 
Ml grew by nearly 17 percent partly to finance an overrun in 
last year's estimated budget deficit. The growth in the 
money supply accommodated increases in wages and prices well 
above the rate of economic expansion. 


Employment 


Australia's unemployment rate at the end of June 1979 stood 
at 6 percent, only marginally lower than the 6.1 percent 





unemployment rate recorded at end of June 1978. The 
relatively unchanged employment picture owes much to a 
declining participation rate as more workers have become 
discouraged over finding jobs and have removed themselves 
from the labor force. The participation rate has been 
steadily declining over the past three years from 62.3 
percent in 1975-76 to 60.8 percent last year. The decline 
moderated the growth in the labor force and may indicate a 
considerable amount of hidden unemployment. There was some 
pickup in employment over the year. Civilian employment 
(seasonally adjusted) grew by 1.3 percent, and, most 
encouragingly, private sector employment rose by about 1.5 
percent. For the first time since 1973-74, there was a rise 
in jobs in the manufacturing sector. Nevertheless, 
Australia's unemployment problem is far from being solved. 


Foreign Trade and Balance of Payments 


Both exports and imports expanded in 1978-79. Australia's 
exports were boosted by the rural sector as the record wheat 
crop began to find its way to international markets, and the 
strong international demand for beef meant a big rise in the 
value of meat exports. Total value of rural exports was 

16 percent greater than the previous year. The value of 
mineral exports also rose, and, perhaps indicating an improved 
competitive position for the Australian industrial sector, the 
volume of manufactured exports rose 16 percent to new record 
levels. 


Imports rose by 21 percent in 1978-79. A large share of this 
increase was probably due to arrivals of capital goods to 
take advantage of the phasing down of the investment allow- 
ance. Imports of machinery and transport equipment increased 
by 38 percent over the financial year. There was a bunching 
of deliveries earlier in the period followed by a slowdown 

of import volume during the second half of the year. The 
government estimates that price increases, particularly for 
petroleum, accounted for about half the rise in the total 
value of Australian imports last year. 


Australia's trade balance improved markedly in the second 
half of the financial year as the increased farm exports and 
the winding down of capital goods imports combined to provide 
a large surplus on the merchandise account. For the year as 
a whole, however, the trade balance was smaller than the 
preceding year. The country's invisible trade (tourism, 
shipping insurance, etc.) remained in chronic deficit, 
resulting in a larger than normal deficit on the country's 
current account. This was offset to a large extent by a 
surge in net apparent private capital inflow. Interest 

rate adjustment and fiscal policy measures contributed to 





this increase, but a major factor was the inclusion of 
foreign borrowings by State semi-government authorities 
under this heading. These borrowings had the approval of 
the loan council, and unlike federal government borrowing, 
such borrowings add to private sector liquidity. In the end, 
Australia's overall balance of payments deficit was 
substantially lower than last year. 


Budget Implications 


The Australian Federal Government budget for the 1979-80 
(July to June) financial year again has the express aim of 
reducing inflationary pressures, strengthening the balance 
of payments and promoting sustained moderate recovery in 
economic activity and employment. Accordingly, the budget 
implies continued efforts to attain the so far elusive goals 
of fiscal, monetary, and wage restraint. 


The estimated overall deficit and domestic deficit are 
intended to be considerably lower than that of 1978-79. If 
the present selling rate for Australian savings bonds is 
maintained throughout the year, the government could fund 

the expected domestic deficit solely by their sales. 

Spending levels are to remain roughly unchanged from the past 
year, with the government using a levy on domestic crude oil 
to reduce the deficit. The budget provides for no direct 
measures to reduce unemployment, relying rather on increased 
business confidence to generate additional investment and 
hence employment opportunities. This involves some political 
risk, particularly as this is the budget that will set the 
economic stage for Australia's general elections which are 
scheduled to be held toward the end of 1980. 


Outlook 


Looking forward through the decade of the 80's, Australia's 
economic prospects appear excellent. The country needs to 
import only about 30 percent of its petroleum needs, and even 
should its domestic production begin to taper off as expected, 
Australia has ample reserves of other energy sources. The 
vast coal fields found in Australia plus uranium and natural 
gas deposits should assure that the country will be a net 
energy exporter at least through the remainder of the 20th 
century. At the same time, increased crude oil prices are 
boosting petroleum exploration activities. 


As for other minerals, new mines have opened and some 
existing operations have increased production, particularly 
bauxite, nickel, tin, and copper. These energy and mineral 
prospects auger well for industrial expansion, but 





rationalization of the existing industrial structure will 

have to take place before there can be any significant success 
in this area. A good example is the Australian aluminum 
industry, which appears poised on a boom. New alumina plants 
and aluminum smelters are in, or about to enter, the 
construction phase. Domestic capacity is currently under 
pressure just to maintain current demand. 


Despite this rather bullish long-term outlook, the country's 
short run prospects are considerably more clouded. The 
government's budget document anticipates that real GDP 
growth for the present financial year will be a good deal 
less than that recorded in 1978-79--probably in the range of 
2 to 2.5 percent. Australia is not likely to prosper in 
isolation, and the downturn in the U.S. economy plus the 
subdued prospects for the EEC and Japan will no doubt impact 
unfavorably upon Australia, particularly in the form of 
reduced demand for the country's primary exports. 


The Australian economy remains beset with two major problems, 
unemployment and inflation. As Australia enters the 1980's, 
it appears that persistent unemployment will be the most 
intractable of all problems inherited from the 1970's. Even 
the most optimistic observers see little chance of Australia's 
unemployment rate falling below six percent in the coming 
year. It is estimated that gross non-farm product must reach 
4.5 percent growth before the natural increase in the labor 
force can be absorbed. This is most unlikely next year. 
Also, the low participation rate means any possible improve- 
ment in the economy would probably entice back into the labor 
market those people who had earlier become discouraged and 
dropped out of the work force. This would serve to push up 
unemployment statistics even should there be a significant, 
unforeseen economic recovery. ‘the seasonal peak in 
registered unemployment of about 500,000 came in January 
1979. Based on present prejections, this seasonal peak 
should reach 600,000 by January, 1980. 


The other major problem, inflation, remains despite the 
preoccupation of the government with it. Inflation might be 
contained before the end of calendar year 1980, but not before 
it reaches double digit levels. The government's budget 
document looks forward to an inflation rate of over 10 percent 
in the 1979-80 financial year. Increased costs for energy, 
foods, and metals are likely to continue to exert strong 
upward pressure on prices over much of 1979-80. 


Given the current outlook for inflation and employment, a 
substantial real growth in consumer demand seems unlikely in 
1978-79. It is estimated that for consumer spending to 
attain the moderate average growth of 2.5 percent in real 





terms recorded over the past three years, there will have to 
be a significant reduction in the savings ratio from the 
16.6 percent recorded in 1978-79 to about 13 percent. This 
would appear to be an unrealistically large movement to 
expect in one year. In addition, investment in plant and 
equipment can be expected to slow somewhat following its 
strong 1978-79 performance. 


On the brighter side, Australia's agricultural sector should 
continue to prosper. While output may not reach last year's 
record levels, present seasonal conditions point to at least 
a better than average harvest. Although the rural sector 
accounts for only about six percent of GDP, there is bound to 
be a considerable multiplier effect building from two 
consecutive years of farm prosperity. 


There was an upturn in private dwelling approvals last year, 
and a stronger growth in private dwelling investment is 
expected in 1979-80. Outlays on buildings and structures may 
also grow in the coming year, and there are good prospects 
for a large increase in mining sector activity. 


The country's trade balance may improve. Exports, particularly 
agricultural products and minerals, are expected to continue 

to grow strongly in volume in the coming year, though perhaps 
not at the very rapid rate achieved in the latter half of 
1978-79. Imports attributable to investment should level off 
as investment in plant and equipment is expected to be 
considerably below that of last year. For balance of payments 
accounts, the net inflow of private capital is likely to 

remain strong as several mineral development projects 

requiring overseas financing will commence in early 1980. 


IMPLICATIONS FOR THE UNITED STATES 


U.S. exports to Australia jumped by 39 percent in value terms 
in 1978-79 over the previous financial year. This 

huge increase substantially exceeded the rise in Australian 
imports. Accordingly, the U.S. share of the Australian 
import market moved up from nearly 21 percent in 1977-78 to 
23.4 percent in 1978-79. The expected slowing of Australian 
import growth over the present fiscal period means that U.S. 
exports will have to capture a larger share of the import 
market if they are to record a significant growth. 


Australia's agricultural boom offers an excellent opportunity 
for U.S. exporters of farm machinery. The demand created by 
the country's rural prosperity can easily be spread to U.S. 
suppliers. The burgeoning minerals sector also offers major 
opportunities for U.S. suppliers of mining equipment, earth 
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moving machinery and construction goods required in connection 
with mineral development and exploitation. In addition, 
technical service companies connected with the mineral 
industry will continue to flourish in Australia. 


U.S. business firms in Australia anticipate good sales over 
the next three to five years in computers, specialized aero- 
space equipment, and hydraulics. Australian importers are 
also seeking an increasing range of U.S. consumer goods, 
particularly sporting goods and other recreational and leisure 
equipment, toys, kitchen goods, and hardware. The following 
broad product categories appear to have the highest potential 
for U.S. export sales to Australia in the coming year or two: 
computers and peripheral equipment; mining and heavy construc- 
tion equipment; industrial instrumentation; business equipment 
and systems; agricultural equipment; power generation and 
distribution equipment; biomedical and health care equipment; 
metal working equipment; telecommunications equipment and 
systems; printing and graphic arts equipment; food processing 
and packaging equipment; automotive maintenance and repair 
equipment; and security and safety equipment. 


As for investment, Australia's mineral and energy potential 
offers increasingly attractive opportunities for U.S. capital. 
Australian industry is also attempting to become more 
productive and competitive by introducing technological 
change. Thus, these Australian companies seek to join with 
U.S. firms in developing new product lines for overseas 
markets. The Australian Government continues to court foreign 
investors, and the latest federal budget with its anti- 
inflationary bias is partly aimed at creating a favorable 
atmosphere for foreign investment. This official encourage- 
ment combined with Australia's bright promise for future 
development tend to make the country a most attractive site 
for U.S. investment. 


* U. S, GOVERNMENT PRINTING OFFICE : 1979--311-056/209 











